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Larry E. Price

The regulation of the establishment of bank branches by state
chartered banks is, of course, primarily a state matter although
various federal approvals may also be necessary if the talechartered bank i a member bank of the Federal Reserve ystem or
i federally insured even if a non-member bank . The regulation of
branches of national banks was made to conform to the regulations
of the individual states by the passage by Congre s of the
McFadden Act of 1927. That is, national banks can only e tablish a
branch under the same condition that would be authorized to a
state bank in the same ituation. The amendments over the years 1
as well as the various court decisions have reinforced this basic
premise of a bank regulation. 2
Although there has been a good deal of litigation of this point
over the years (much of it took place in the 1960's while James B.
Saxon was the Comptroller of the Currency) it is really a settled
i sue that national banks are placed on a "basis of competitive
equality insofar as branch banking is concerned." ·1
The average businessman would , quite logically, conclude that it
is perfectly obvious what a bank branch is - the e days it is often
that modern looking building with drive-in windows located out in
the middle of the shopping center parking lot somewhere between
the all night convenience store and the franchised hamburger pot.
But, as is more and more the case, when dealing with governmental regulations and technical innovations, the old logic may not
prevail. More and more, we find bank want to be able to offer the
hopper the convenience of twenty-four hour service. o, we often
find a new and impressive machine with rows of push buttons built
into an exterior wall of the bank branch. The machine has been
tagged with variou "cute" names by the bank's marketing department, 1 but is more preci ely one kind of Customer Rank Communication Terminal or, in banker's jargon, simply CBCT fo r hort.
Such a machine i typically activated when the customer in ert
his bank charge card which has a specially encoded magnetic tripe
on the reverse which t he CBCT "recognizes". Security again tunauthor ized use of the machine i maintained by the nece sity of
manually entering on the keyboard a per onal identification number (PIN) to authenticate t he card. The PI number is furni hed by
the bank to the cu tomer and i supposed to be memorized rather
than written on a lip of paper carr ied in the pur e or wallet! , The
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typ~s of ~ransactions which can be performed with the machine
typically include:
1. cash withdrawals from checking or savings or credit cards
2. deposits to checking or savings
3. transfers between checking and savings
4. payment of credit card accounts.
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Still, there is no real definitional problem, is t here? They are all
located in the wall of an existing bank building, aren't they? The
answer to both questions is NO! In December, 1974, t he Comptroller of the Currency issued a ruling 6 that CBCT's when free standing
by themselves were not branches. Hence if they were not branches
then the limitations that national banks must abide by state branch'.
ing rules would not apply and national banks could install CBCT's at
will. As the reader might well imagine, neither state-chartered
banks nor the state authorities were uniformly delighted with this
interpretive ruling by the Comptroller. Hence a dozen or more law
suits were quickly commenced around the country seeking to overturn the ruling.
Eight of the lawsuits were decided by Federal District Courts resulting in a variety of findings that both supported and refuted the
Comptroller's position that CBCT's are not branches. Four U. S.
Courts of Appeal held that, in opposition to the Comptroller's
ruling, CBCT's are branches of national banks. On October 4, 1976,
the U. S. Supreme Court denied petitions for writs of certiorari in
two of those ra es. As a result the Comptroller in November, 1976,
issued new rulings providing a mechanism by which national banks
may apply for permission to establish CBCT branches. 7
A number of tates, including Georgia, appear to have no specific
regulations at present governing CBCT branches even though an
unmanned branch would logically appear to be something different
from a branch where live human bankers work!

It is difficult, therefore, to predict the future for CBCT's. A more
extensive study is currently underway by t he Finance Depart1!1ent
at Georgia Southern College with regard to t he regulatorr environment in which CBCT's must function. For now, though, 1t appears
that the technology available to bankers has outstripped_ the law
and that further innovative bank services may have to wait for the
regulat ions and definitions to catch up.

48

FOOT OTES
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For example, the Banking Act of 1933.

2see, for example, South Dakota v . National Bank of South
Dakota, 219 F. Supp. 842.
3 First National Bank of Logan v. Walker Bank and Trust Company, 385 U.S. 252.
4 In Georgia, the 1st
ational Bank of Atlanta calls it's machines
"Tillie the Teller" while Citizens and Southern National dubs them
"Instant Bankers."

5 The
ational Commission on Electronic Fund Transfers, a
federal body created by Public Law 93-495, is holding hearings in
late 1976 and early 1977 designed to explore, among other issues,
whether or not the use of a PIN number is adequate security
against fraud and abuse.

6Jnterpretive Ruling, 12 CFR 7.7491, Federal Register, vol. 39,
page 44416.
7 12 CFR 4.5a, Federal Register, vol. 41, page 48333, November
3, 1976.

Dr. Price is Professor of Finance and Chairman, Department of
Finance and Law in the School of Business, Georgia Southern
College.
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